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This Month’s Authors 


ANTHONY STAMPOLIS 


In his article on decision making in reforestation, 
using the case method, Dr. Stampolis applies a 
“marginal economics” analysis for determining the 
comparative profitability of the various methods 
used for reforestation, i. e., total immediate plant- 
ing, natural seeding, and partial immediate plant- 
ing. The article is based on a larger study of the 
factors involved in reforestation decisions and the 
determination of optimum tree-planting policies. 

Dr. Stampolis is Professor of Economics, School 
of Business Administration of Georgia State Col- 
lege of Business Administration. 


ROBERT E. JOHNSON 


Mr. Johnson, Economist and Actuary for the 
Western Electric Company, Inc., shows how the 
use of research in ‘“‘nonphysical” aspects of West- 
ern Electric’s processes has resulted in decreased 
costs in many phases of the company’s operations. 

Mr. Johnson’s article is condensed from a talk 
made by him to the National Science Foundation 
Conference on Research and Development, May 20, 
1958. (The full address appears in the Proceedings 
of the Conference, pp. 33-41, National Science Foun- 
dation, U. S. Government Printing Office, Washing- 
ton, D. C., 1958.) 
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JOHN CHALMERS 
LAURENCE E. LEAMER 


Professors Chalmers and Leamer of Harpur Col- 
lege, State University of New York, stress the sig- 
nificant role that education in economics can and 
should play in preparing the individual for living 
in a society which cherishes individual freedom. 

The authors hold that the best teaching is likely 
to be done by those who have a clear concept of 
purpose behind their endeavors, and they go on to 
state their own philosophy of economic education. 
The importance of the beginning course in econom- 
ics is pointed out, as well as the need for mature 
and experienced teachers for this course. 

This article is a revised version of a paper de- 
livered by Professors Chalmers and Leamer at a 
meeting sponsored by the Joint Council on Economic 
Education in Chicago in December 1958. 


WARREN A. WALKER 


Last month Mr. Walker discussed some of the 
indicators used for measuring economic develop- 
ment, pointing out the progress of the Southeast 
as compared to the nation as a whole. 

This month’s “Southeastern Corner” continues 
the discussion of the economic progress of the 
Southeast, comparing the economic development of 
certain southeastern cities with selected cities in 
other parts of the United States. 
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During the summer of 1955 the author had the 
opportunity of engaging in a research study for 
the Crown Zellerbach Corporation of the factors 
affecting reforestation decisions, in order to aid 
management in evaluating what its optimum tree- 
planting policy should be. The case analyses based 
on actual cost data indicated that it would be prof- 
itable planting policy for Crown Zellerbach to in- 
crease gradually its annual acreage planted, to a 
level of 3,500-4,000 acres. 


This research analysis is applicable mutatis mu- 
tandis by managements of other companies in the 
timber industry to their own tree-planting policy 
formulations. It is presented here as an aid to 
proper analysis of the economic factors in refor- 
estation policy making. 


Existing Need and Statement of the Problem 


Reforestation problems have assumed ever-in- 
creasing importance as our virgin timber areas are 
gradually harvested. Sustained yield production be- 
comes an imperative goal in the face of the con- 
tinued growth in demand for forest products. 


The objective of modern industrial forestry for maxi- 
mum sustained yield production from timberlands is 
dependent upon (1) prompt and adequate restocking 
following clear-cutting, and (2) maintaining the highest 
possible growth rate in new timber stands. Ability to 
cut to maximum sustained yield capacity required prompt 
restocking of cut-over lands, since the rate of cutting is 
determined today by future rate of volume replacement 
by young stands... .! 


There is an urgent need to develop a better un- 
derstanding of the advantages and disadvantages 
of planting for reforestation under differing cir- 
cumstances. The magnitude of the task is presented 





1. R. C. Austin and D. H. Baisinger “Some Effects of Burning on 
Porest Soils of Western Oregon and Washington,” Journal of Forestry, 
Vol. 53, No. 4 (April 1955), p. 275. 
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6 @ The Economic Factors Affecting Reforestation Decisions 


by 
Anthony Stampolis 


forcefully 
Schroeder: 


in the following evaluation by Mr. 


As the result of repeated fires, more than two million 
acres of forest land in the Douglas-fir region are non- 
stocked or in need of additional stocking: (1) with an 
annual average nursery production of forest planting 
stock of around 20 million seedlings, (2) the job of 
planting this area would take at least 20 to 30 years if 
no planting was done on currently and recently lorged 
areas. Since planting is being done on recent cut-overs, 
it seems safe to assume that planting of all forest land 
needing stocking in this region would entail a job ex- 
tending over at least half a century. At the present cost 
of some $20 an acre such a project would entail expendi- 
tures far beyond the financial ability of the landowners 
involved, unless spread over some such period of time.? 


An examination of planting as a substitute or as 
a supplement to natural seeding to further this 
worthwhile objective of reforestation involves a 
complex of developing young sciences and tech- 
niques utilized by modern forestry management. 
This study focuses almost wholly on those factors 
which are amenable to economic analysis. 


Purpose of Study 


The purpose of this study is to determine under 
what circumstances planting operations on a tree 
farm immediately after logging, rather than wait- 
ing for natural seeding, may be economically prac- 
tical The analysis strives to aid management in its 
policy formulation. The key decision-making pro- 
cess highlighted is that of planting-benefits and 
costs contrasted with natural seeding where that is 
a definite possibility. 

To determine the desirability of planting, the 
pertinent question asked is: If planting is under- 
taken, what additional costs must be incurred and 
what additional revenues may accrue? The answer 
may be: Planting will be a sound application of 





2. George H. Schroeder, ‘“‘Seeding of Forest Land from the Air,” 
Journal of Forestry, Vol. 48, No. 10 (Oct. 1950). 


3 


























forestry economics only if the gain in revenue by 
planting is greater than what is added to the costs. 
The advantage of planting may come through 
greater volume or improved quality over natural 
seeding; or planting may reduce the time it takes 
to harvest the next timber crop and, therefore, save 
the interest charges for the extra capital which 
would be tied up. 

Such an answer is so abstract that it constitutes 
& policy statement on the highest level of generali- 
zation. There is scant indication of how it might 
be applied to the concrete situations confronting 
the tree-farm managers. Such a skeletal generaliza- 
tion must be sheathed in flesh to be vitalized. 
Through case analyses in this study, this generali- 
zation will be developed into a series of policy 
recommendations concerning planting for forestry 
management. 


Procedure of Study 

The procedure adopted for the study is to ask 
consistently what the added costs and revenues 
may be. This represents the so-called incremental 
approach by economic analysis to aid the profit- 
maximizing orientation of decision making by pri- 
vate enterprise. The effort is to arrange the infor- 
mation in terms of a financial yardstick which con- 
verts into dollar terms technical forestry data, in- 
cluding even space and time (e.g., logging costs 
and interest charges). The chief concern is to aid 
the planning and executory functions of manage- 
ment by proper arrangement of the financial data. 

The method used is that of taking several prac- 
tical cases involving decisions on whether or not 
’ to plant — cases that present a range of prob- 
lems forest management meets most frequently. 
Alternate choices, under certain clearly-posed sim- 
plifying assumptions, are compared. These should 
be of aid in understanding the relative importance 
of various economic factors, and thus should help 
in developing a proper perspective and an appre- 
ciation of how these factors impinge on the deci- 
sion-making process. , 

The cases formulated present in a practical way 
realistic reforestation situations which confront 
forestry managements today. To aid in this, the 
experience in recent years of an outstanding com- 
pany, the Crown Zellerbach Corporation, is consid- 
ered. The vast resources and organization of this 
company have enabled it to pioneer in the develop- 
ment and application of new techniques. These 
methods further the company’s constant efforts to 
approach a maximum sustained yield from its tree 
farms. 


Decision Making and the Time Element 
Though cutting policy and planting are arrived 





at separately, as legal obligations for reforestation 
become more stringent and sustained-yield tree 
farming predominates, reforestation and, therefore, 
planting policy increasingly will be determined by 
the rate of clear-cutting. Thus, while planting pol- 
icy will sometimes appear to be at variance with 
clear-cutting over the short run, long-run policy 


trends will bear an imterdependent relationship. 
Long-term planting increase will then be roughly 
proportional to long-term increases in clear-cutting. 


A major task of the executive is to make a choice 
between alternate possible courses of action. Time 
is always an important factor in the making and 
effectuating of decisions. This is dramatically evi- 
dent in tree farming, as this year’s planting is 
dependent on tree nursery provisions made two or 
three years ago and its harvest is reaped by later 
generations. The annual cut now allowable, which 
is made possible by the bounty of nature and the 
restraint of earlier management, represents the 
adjustment between present needs and a willingness 
to provide for future generations. When the future 
itself is in grave doubt because of a great emer- 
gency, such as war, then of necessity long-range 
plans are thrown out of balance, and greater efforts 
must be made to establish a new equilibrium after 
the crisis is past. This puts a premium on saving 
time. 

A key feature in this study is to appraise eco- 
nomically the time-saving possibilities of planting 
for reforestation counterbalanced by the planting- 
investment capital committed, plus the interest 
charges on it. With the focus on the decision-making 
process, the appraisal becomes forward-looking in 
terms of as yet uncommitted capital, men, and re- 
sources. In a choice between two alternate refor- 
estation plans for a given tree stand prior to clear- 
cutting, those costs and revenues which both plans 
have in common may be termed as “fixed.” Since 
they would remain unchanged by either plan, they 
recede into the background because they are not 
relevant for the practical decision that must be 
made. This contrasts with an accounting balance 
sheet or an income statement which is properly 
backward-looking, giving snapshots of assets and 
liabilities and of income in the previous period. In 
the balance sheet or income statement for say the 
past fiscal year, there is need for a panoramic view, 
with every item of expense or revenue included in 
some accounting category. In deciding which fu- 
ture plan to select, the view is narrowed to those 
items which will help the firm maximize its profit. 


Planting and Natural Seeding Cases 
Practical cases are set up for comparison,’ pre- 
senting specific conditions under which manage- 





3. Additional cases are included in the full research study. 
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ment has a choice between planting and natural 
seeding for reforestation. In order to highlight the 
importance of the time factor and the effects of 
variations in the value of the forest product, sev- 
eral restricting assumptions are made. 

After the use of these cases, with their range of 


-situations, is comprehended, on-the-spot problems 


which forestry managements face can be dealt with 
more readily. Such problems are often complicated 
by additional factors which affect the program pre- 
ferred by management. 


Assumptions 

For the purpose of this analysis, all costs and 
revenues refer to a site II 1,000-acre Douglas-fir 
stand of timber under conditions similar to those 
existing on one of the tree farms. 

The growth and yield of good natural stands is, 
it is assumed, the same as for good planted stands 
(in the absence of data showing performance dif- 
ferences). Situations involving the following con- 
ditions, in which case planting would be imperative, 
are not treated in these case analyses: special cir- 
cumstances indicating (1) advantages of changing 
species, (2) advantages of using superior strains 
or hybrids, and (38) limited or unavailable seed 
sources. 

The application of the best-known forestry tech- 
niques is assumed, regardless of which method of 
reforestation may be employed. It is also assumed 
that the seed source for planting stock will be as 
suitable for an area as is the area’s natural seed 
fall. 


The following are not considered: 


(1) aerial seeding as an alternative to planting 
or natural seeding 


(2) rodent control costs as an aid to natural 
seeding 

(3) the effects of burning as a possible aid or 
hindrance to reforestation. 


This comparison makes use of current production 
costs and log prices as a basis for calculation. In 
the first stage of comparison of incremental costs 
and revenues between planting and natural seeding, 
it is assumed that present production costs in re- 
lation to log prices will continue in the future 
though individual prices may. change somewhat. 

There is no effort to project any secular price 
trends in the study. Being inflationary, they would 
counterbalance part of any assessed interest charges. 
Price changes affect equally the profitability of 
either planting or natural seeding over the same 
open span of years. Price changes during the years 
delayed in clear-cutting the naturally-seeded area 
would, however, have some effect on the comparison. 

Calculated and included as a cost is an interest 
charge on the net investment in planting for 60 
years. The rate of three per cent compounded an- 
nually is used. The Crown-Zellerbach Corporation 


June 1959 


Company’s long-term serial note payable, bearing 
three per cent interest, indicates the value of in- 
vestment funds. This is in line with the approximate 
rate taken for pure interest. 

Thinning operations are not taken into account 
in these cases, since their effects can be better 
treated by a separate study. 

How much chance can be taken economically on 
waiting for natural restocking? Calculations of 
probabilities of accuracy of information and tech- 
niques used in planning are not within the scope 
of this study. The cases presented are precise, 
known situations. In applying to real situations the 
policies indicated as desirable by this study, prob- 
ability values must be placed on the alternate possi- 
bilities and on the sources of information and tech- 
niques—e.g., the technique of securing a count of 
seedlings. 

The cases presented stress two factors: (1) the 
monetary value of accelerating land usage through 
reducing the delay in restocking by planting and 
(2) the possible increase in the value of crop se- 
cured through improved stocking. To emphasize 
these two variables, two cases which contrast plant- 
ing and natural seeding situations are developed. 


Analysis of Cases 

In Case I, total planting immediately after log- 
ging is contrasted with natural seeding after five 
years, with both achieving full stocking in their 
respective one thousand acres of site II Douglas- 
fir land. A greater profit of $33.51 per acre can 


_be realized at year 60 by planting in this case. 


Total immediate planting is also assumed in Case 
II, but it is here contrasted with natural seeding 
supplemented by planting 450 trees per acre five 
years after clear-cutting. A greater profit of $92.16 
per acre can be realized at year 60 by total im- 
mediate planting under these circumstances. 


Case I 


In Case I, some of the cost and revenue differ- 
ences are derived as follows: In considering addi- 
tional costs incurred by planting, begin with a total 
planting cost per acre of $20. This figure is in line 
with Crown Zeilerbach planting costs for 600 trees 
per acre. (Planting at distances of about eight feet 
by eight feet is assumed. This would be at a rate 
of 681 per acre on flat ground with no wasted 
spots.) Since value at clear-cut time is the factor 
of most concern, the values of the various costs or 
revenues at year 60 are then computed. Using a 
three per cent compound interest rate, the “future 
value at year 60” is computed for cost items oc- 
curring earlier. 

A present-value formula at three per cent in- 
terest compounded annually is used to reduce to 
their values at year 60 the costs or revenues in- 
curred at say year 65. 
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Thus the value of the naturally seeded crop at 
year 60 involves taking an estimated value of a 
fully-stocked 1,000 acres of Douglas-fir site II land 
at age 60, assuming (1) 950 acres are clear-cut 
in year 65 (because of the five years delay in 
seeding after clear-cutting), and (2) the 50 acre 
seed block is clear-cut five years later at year 70 
(after the cut-over 950 acres have been reseeded for 
the next crop cycle. 

The additional annual payments of the reforesta- 
tion tax fee of $.05 per acre for the five extra years 
on the 950 acres and the 10 extra years on the 50 
acres of the seed block are reduced slightly in 
value by a formula to get their worth at year 60. 
(This is derived from a table giving “present-worth 
(SAo) of an annuity (A) of $1 payable for n fu- 
ture years.’’) 

The additional five years fire risk carried by the 
self-insured company for the naturally seeded crop 
is difficult to appraise. A conservative figure of 
0.2 per cent per year is used, which thus comes to 
one per cent for the five-year period. 


In recent years about % of one per cent of the forest 
area of the Coast has been destroyed each year by fire 
and other agencies. Over a 70-year rotation this would 
lead to a maximum fire loss expectation over large 
areas of 1742 per cent. Physical risks from hazards other 
than fire may well be of about the same magnitude. .. .4 
The added windthrow losses and higher logging 

costs for the seed block’s later separate cutting are 
estimated at 5 per cent of its value at year 60. 
In actual practice there is wide variance in this 
item. 

Another cost item which is conservatively as- 
sessed is the interest income at three per cent fore- 
gone by the company on the capital investment tied 
up. This is calculated for five extra years for the 
950 acres clear-cut in year 65, and ten years for 
the seed block cut in year 70. 

On the revenue side of the comparison in Case I, 
there are two major elements to consider, both 
favoring planting over natural seeding. One is the 





4. Henry J. Vaux, An Economic Viewpoint on Pacific Coast Forest 
Planting, University of British Columbia, Vancouver, Canada, 1954, p. 8. 





CASE I. 


TOTAL IMMEDIATE PLANTING vs. NATURAL SEEDING (BOTH FULLY STOCKED) 





Total Immediate Planting Assumptions 


Total planting in year 0 of, say, 600 trees per 
acre in 1000-acre area 

Fully stocked at clear-cut year 60 

Site II land with brush problem 

Value of planting crop at clear-cut year 60 $829,766.67 
(assuming equivalent of additional year’s 
growth by planting. 2-year-old Douglas-fir 
seedlings) 

Planting cost $20 per acre - 

Total planting costs of $20,000 will have a value 











ts Ue oa sie $117,832.00* 
Planted crop value, year 60 __. $829,766.67 
Natural crop value, year 60 .--— 687,836.70 
Added value by planting, year 60-—..-_-_-_____. $141,929.97 
Planting Cost—3% int., year 60 —-_........__......$117,832.00 


Value in year 60 of added costs of naturally 














seeded area —9,407.04 
Added costs by planting, year 60 $108,424.96 
Added value by planting $141,929.97 
Added costs by planting —108,424.96 
Greater profit at year 60 by planting _._____.__..$ 33,505.01 


Greater profit per acre at year 60 by planting __$ 33.51 





*Note: At a rate of 4 per cent, for example, this would 
come to $210,400. Adjustments would similarly have to be 
made in computing problems with rates varying from those 
assumed in this and the following case. 
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Natural Seeding Assumptions 


Stocked by natural seeding in year 5 

1,000-acre area fully stocked when clear-cut at 
year 65 

Site II land with a brush problem 

Value of naturally seeded crop in clear-cut 
year 65 - _$808, 000.00 
(assuming “50 MM ‘bd. ft. of saw wlogs at. $15 per 
M bd. ft. ‘and 134% MM bd. ft. of pulp at $4 per 
M bd. ft.) 

Assume a 50-acre seed block (5% of area) clear- 
cut in year 70 


Value at vear 60 of $803,000: 
$762,875 (for 950 acres) at year 65: 





At year 60 _. _...-..--$657,979.69 
(3% interest for 5 years ‘adjustment: © 
762,875 x .8625) 

$40,125 (for 50 acres) at year 70: 
At year 60 ___ 29,857.01 
(3% interest for 10 years s adjustment: ee $687,836.70 


40,125 x .7441) 


Value at year 60 of other costs: 
Reforestation tax fee of $.05 per acre for 
5 extra years on 950 acres and 10 years 





on 50 acres of seed block __..... $262.50 
Value at year 60 using: 
_ 1.00 [(1—p)—1] ne 
SAo = p(i—p)= =$ 239.32 
Fire insurance for 5 extra years 
(approximated at 0.2% per year) _.—. 6,878.37 


Estimate of 5% assumed for added windthrow 
losses, higher logging costs for later sep- 
arate cutting of seed block, which has a 





value at year 60 of 1,492.85 

3% interest on value of land for extra 5 years 
for 950 acres, 10 years for 50 acres _.....__.... 796.50 
$9,407.04 
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reduction in the stumpage value at clear-cut time ‘ 


of the naturally seeded crop by year 60 mentioned 
above. Thus the stumpage value of $803,000 at 
clear-cut time has a value in year 60 (at three per 
cent interest reduction) of only $687,836.70. The 
other element is the head start in growth secured 
by planting. 

It has been assumed conservatively that planting 
two-year seedlings results in one year’s growth loss. 
This is the same as saying that their growth is 
calculated as from one year before planting, or a 
“minus one” year of planting. What if one should 
transplant not one- or two-year-old but four-year- 
old seedlings? Then if planting resulted in a year’s 
growth loss, there would still be a saving of three 
years’ growth on the planted area, or “minus three” 
years of planting. One could clear-cut in year 57 and 
still-have sixty years’ growth. There would be a 
need to plant fewer trees per acre, say 300, 12 feet 
x 12 feet, possibly having a higher per cent survival 
and better quality of seedlings. Successful develop- 
ments in planting techniques would emphasize the 
financial gain of accelerating land usage. 


Case II 


While Case II’s partial planting involves the same 
time loss in reforestation as Case I’s naturally 
seeded area, Case II also involves some capital in- 
vestment for planting. In comparing the planting 
costs, it should be noted, however, that for partial 
planting of 450 trees per acre, a smaller initial 
investment of $16 per acre is involved. (This is in 
line with Crown Zellerbach’s planting cost experi- 
ence. As a matter of fact, this is probably the typi- 
cal planting situation for that company.) The par- 
tial planting investment occurring in year 5 also 
has a smaller compound interest charge to be ac- 
cumulated to year 60. 


Implications For Reforestation Policy 

What are the implications for reforestation pol- 
icy that may be deduced from the foregoing case 
analyses? Restated and summarized, some of the 
conclusions from the data given are as follows: 

1. It will be profitable to plant immediately after 
logging, even if natural seeding would achieve full 
stocking, if the waiting period for full restocking 
would probably be four years or more. (Case I.) 

2. Whenever supplementary planting may appear 
to be necessary, it would probably be more profit- 
able to plant immediately in order to save even as 
much as two or three years delay in restocking, 
because of the likelihood of incurring most of the 
planting costs anyway. (Case II.) 

3. If planting probably will add ten or more per 
cent to the stumpage value of the crop at clear-cut 
time, planting to supplement the natural seedlings 
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will be profitable. If such a situation is anticipated 
at the time of clear-cutting, then total immediate 
planting will be the most profitable alternative (as 
mentioned in point two above and as compared in 
Case II). 

The above factors offer considerable possibilities 
for increasing forest land yields through total 
planting and supplementary planting programs. 
Prompt and complete reforestation, either by nat- 
ural seeding or planting immediately after inten- 
sive tree farming, has the effect of accelerating 
land usage. This will result in greater profits 
through additional factors, such as: 


1. Successful development of planting and trans- 
p!: ating techniques 


bo 


. Immediate partial planting to provide species 
preference of crop trees 


3. Use of thinning to increase both the volume 
and the value of the timber crop 


4. Increasing the allowable annual cut 


5. The distribution of indirect or fixed logging 
and central administration costs over an in- 
creased output, with resulting lower average 
fixed costs per unit of output. 


Each of these may be considered briefly here. 
The successful development of planting and trans- 
planting techniques is increasing the variety of 
species which may be planted (including hemlock, 
for example) and is reducing mortality rates for 
seedlings. Future improvements may permit the 
economical transplanting of older seedlings, which 
would reduce correspondingly the number of years 
after planting that the tree crop is harvested. 

Immediate partial planting may be resorted to 
(even though natural seeding may appear favor- 
able) in order to provide for “dominants,” or for 
an early crop where there is a variety of species. 
Such planting may hasten the time when a first 
thinning will be profitable. 

The effects of thinning (which are outside the 
scope of this study) can greatly intensify land 
usage. Bruns, for instance, states: 


Without thinning, natural mortality represents a loss 
equal to approximately 25 per cent of the cubic foot 
rotation age volume in unmanaged stands. This is the 
same as stating that about one-fourth of the cubic foot 
growth potential is wasted in unthinned stands. . 


It is apparent that any acceleration of land usage 
would permit a greater allowable annual cut on a 
sustained yield basis. The formula 


ac= Ym—Vi 


may be used to obtain the resulting allowable an- 





5. Paul E. Bruns, Applied Forest Management, (Missoule, Montana, 
1954), p. 197. 
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CASE II. TOTAL IMMEDIATE PLANTING vs. PLANTING AS SUPPLEMENT TO NATURAL 
. SEEDING* (450 Trees Planted Per Acre) 





Full Immediate Planting 


Total planting—600 trees per acre for 1000 acres. 
Year 0. Cost $20 per acre. 

Clear-cut in year 60. 

Final output 
Site II land with brush problem. 


$830,000.00 





Full immediate planted crop value, year 60 -_.$830,000.00 


Partial Planting 


Planting to achieve full stocking of 450 trees 
acre, for 1000 acres, year 5, supplemented by, 
say, 150 naturally seeded trees year 3 average. 


Planting cost—$16 per acre. 
Clear-cut in year 65. 


Final output 
Site II land with brush problem. 


$830,000 crop when clear-eut adjusted for value 


$830,000.00 
























Partially planted area value at year 60 __... 710,961.40 
Greater value at year 60 of immediate planted 

crop .-.-.$119,038.60 

$20,000 at 3% interest to year 60 ____..___.. $117,832.00 

$16,000 at 3 % from year 5 to year 60 __....._ 81,313.60 


Greater capital & interest at year 60 of total 
immediate planting -$ 36,518.40 





Additional costs valued at year 60 of partial 
planting delays in clear-cutting __.-- 9,635.82 
Greater costs at. year 60 of immediate planting _$ 26,882.58 





Greater value at year 60 of immediate planting $119,038.60 
Greater cost at year 60 of immediate planting _. 26,882.58 
Greater profit at year 60 of immediate planting $ 92,156.02 


Greater profit per acre at year 60 
by immediate planting $ 92.16 





at year 60: 


950 acres clear-cut year 65 value of $788,500 $680,081.25 
50 acre seed block clear-cut year 70 value 











$41,500 30,880.15 

Total Value at year 60 $710,961.40 
$16,000 costs of partial planting at year 5. 

Value at year 60 of $16,000 ..-$ 81,313.60 


($1 at 3% compound interest for 55 
years=$5.0821) 


Value at year 60 of other eosts: 


Reforestation tax fee of $.05 per acre per year 


INR GG Ee RD a $ 239.82 
Fire insurance for 5 extra years valued at 
year 60 _. _.___...$ 7,100.00 


Loss through windthrow and higher logging 
costs for later separate cutting of seed block 








(at 5% value of seed block) $ 1,500.00 
Interest on land value $ 796.50 
$ 9,635.82 


*Some figures have been rounded for convenience in computation. 


























nual cut, taking a modification of the Crown Zeller- 
bach method, proposed by Richen.® In this equation 
AC is the indicated annual cut, Vm is the current 
mature timber volume, Vi is the summation of the 
volume of all the immature age classes at rotation 
age, and R is the adopted rotation. 

To simplify for the purposes of illustration, Vi 
and Vm may be combined, thus giving 

Vv 


AC= R° 


Assume for a naturally seeded block of one thou- 
sand acres, with 
_¥ 65 MM bd. ft. 

AC=R >; AC= 65 

or 1 MM bd. ft. For the total immediately planted 
1,000 acres, in which it is assumed that planting 
two-year-old seedlings gave an additional year’s 
growth, there would be approximately one-sixtieth 
greater volume (or about 1.7 per cent greater yield) 








6. Report No. V. ‘Determination of the Allowable Cut for Forests 
in the Douglas-fir Region’’ in Reports of the West Coast Forestry Pro- 
cedures Committee on Various Recommended Forest Practices and Tech- 
niques (1950), pp. 26-27. 
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at the end of year 60, since it is also assumed that 
clear-cutting can be done five vears earlier by 
planting. So both the numerator and denominator 
of the above are revised as follows: 

66.167 MM bd. ft. 





AC= = 1.1028 MM board feet. 


60 

Thus the allowable annual cut would increase by 
102.8 M board feet or by 10.28 per cent. The stump- 
age value of this increase would amount to a release 
in that every year of invested capital equal to about 
three-fourths of the total planting costs for the 
next cycle on that one thousand acres, or for any 
other purpose desired by management. 

In these case analyses no attempt has been made 
to reassess the distribution of indirect logging and 
administration costs. There would be a reduction in 
the average fixed cost burden per thousand board 
feet through increases in output brought about by 
planting a greater number of acres with less re- 


liance on natural restocking. 
Let us take some logging costs. For example, log- 
ging costs based on rounded figures of actual Crown 
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Zellerbach cost accounting data may be used. Log- 
ging costs of, say, $27 per M board feet may be 
divided into $19 of variable labor and materials 
costs and $8 of indirect or fixed costs. What is the 
effect of the increase in the allowable annual cut, 
computed above for Case I, on the indirect logging 


cost burden? The allowable annual cut of 1 MM bd. 


ft. could be adjusted upwards to 1.1028 MM. The 
indirect logging costs totaling $8,000 for the 1 MM 
bd. ft. (or $8 per M bd. ft.) would be assessed 
against the 1.1028 MM bd. ft. allowable annual cut 
with planting. The indirect logging costs would 
then be only $7.20 per M bd. ft. This is a reduction 
of $.80 per M bd. ft., which would indicate a total 
cost reduction of $882.24 for this item only on one 
year’s allowable annual cut on the thousand acres. 


Similar calculations for indirect cost reductions 
through increases on the allowable annual cut could 
be made for administrative costs assessed as fixed 
costs per M board feet of output. 


In the case analyses use was made of data from 
the Crown Zellerbach Corporation. This included 
the application of interest computed at only three 
per cent. Obviously calculation at a higher rate 
would tend to raise the interest charges of the capi- 
tal invested in tree planting. It would then be a 
less attractive prospect for any company. The cal- 
culation furthermore is oriented toward determin- 
ing a break-even point between alternative choices 
of “to plant” or “not to plant” in certain situations. 
Even after such be determined, it still remains for 
a company to assess its tree planting policy with 
respect to some hierarchy of profitability of all the 
alternative investment opportunities available to 
that company. In such an evaluation tree planting 
may be subject to a lower priority when viewed 
from the standpoint of a business firm than when 
viewed from a social economy standpoint. Public 
policy through tax allowances and other encour- 
agements attempts to equalize these two valuations 
by increasing incentive. The dynamics of our forest 





resource growth and usage will also tend to increase 
the priority rating of tree planting programs. 

In looking forward to future progress by tree 
farm managements, one should not lose sight of the 
great strides we have already taken. One may re- 
flect, for example, on the fact that 


.. . from 1926 to 1930, inclusive, 3.9 per cent of the re- 

cently logged lands reburned annually. As a result of re- 

peated fires and inadequate seed supply 71 per cent of 

representative lands logged between 1920 and 1923 failed 

to reforest satisfactorily in 10 years... .7 

In a 1955 through 1958 survey by the U. S. For- 
est Service, a “medium level” projection of U. S. 
demand for timber, assuming in 1975 a 215,000,000 
population and a $630 billion GNP, indicated the 
U. S. will have 58.6 billion board feet with current 
forestry practices and will need 68.2 billion board 
feet. The shortage in domestic production over con- 
sumption would rise from the 1.5 surveyed in 1952 
to 9.6 billion board feet. However, by the year 
2,000 (well before our 60 year case analyses “clear 
cut dates”), assuming 275 million people and a 
$1,200 billion GNP, the U. S. annual shortage would 
rise to 80.2 billion board feet with a production of 
25.2 and a consumption of 105.4 billion board feet. 


To meet America’s future needs the U. S. Forest 
Service makes certain recommendations: 


(1) The reforestation of 52 million acres (an area 
about the size of Georgia and West Virginia combined) 

(2) A greater utilization of forest products 

(3) The reduction of losses from fire, disease, insects, 
and other causes 

(4) The encouragement of owners of small woodlands 
to plant and grow more trees. (Most of the land owned 
by public agencies and lumbering firms is already under 
reforestation programs.)8& 





7. Thornton T. Munger and Donald N. Matthews, Slash Dispoal and 
Forest Management after Clear Cutting in the Douglas-fir Region. 
U. S. Department of Agriculture, Circular No. 586, 1941, p. 51. 

8. “Official Warning: Timber Shortage Ahead,"”" U. 8S. News and 
World Report, April 4, 1958, pp. 74-76. 

[End] 








If we continue to grow trees at no faster rate than we have been doing, we may have only half the 


saw timber we need in another fifty or seventy-five years, notes a Twentieth Century Fund survey. 


Lumber is actually becoming a synthetic product, frequently being made from chips and scraps 
pressed together, and the now old-fashioned plywood is being supplanted by a wide variety of “densi- 
fied woods” produced under great heat and pressure and with the use of synthetic resin binders, notes 


a study of the Twentieth Century Fund. 














Quoted from Newsbriefs—A Clipsheet, Winter 1958, Number 31, and 
Spring 1959, Number 35, issued by The Twentieth Century Fund. 
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Businessmen As Leaders In Public Affairs 6. 
by | 
Donald K. David 


Dr. David, former dean of the Harvard Graduate School of Business Administra- 
tion and for many years a leader in business and public affairs, emphasizes the need for 
qualified businessmen to be concerned about and to become active participants in public 
affairs and in the formation of the best policies for the public interest. 





Today a great deal is said about the importance of businessmen becoming involved 
in politics and public affairs. This is all to the good. When public officials on the local, 
state, and Federal level are responsible for spending one-fourth of our national product, 
it is essential that there be some businessmen among them. Today, more than ever, 
it is wise to recall that our word “idiot” comes from the name the ancient Greeks 
gave to the man who would take no part in public affairs. 

Few thoughtful businessmen doubt the need for becoming effective operators in 
political as well as economic life. The real question is how to become effective. Here, 
the answer is less certain. 

First of all, business is not a mass movement. Businessmen are apt to restrict their 
effectiveness if they behave as if they werea large, cohesive force, exerting political 
power by sheer weight of numbers. On the other hand, small pressure-groups and lob- 
bies for special interests may be effective in achieving short-range goals; but they may @ 
also injure the ability of business to win support for more important long-term objec- 
tives. , 

In the long run, it appears that quality rather than quantity holds the key to the ¢ 
businessman’s successful involvement in public affairs. Those who come to be recognized 
as conscientious searchers for what is right, for what is in the public interest, will move 
into the positions of influence and leadership. The political future belongs to those who 
see in the advancement of the general welfare their own opportunities for growth and 
progress. , 

Businessmen can fill this role. Business has come a long way out of the doghouse 
of the dismal 30’s, when leaders of industry and finance were paraded before Congres- 
sional Committees and exposed as having few ideas on how to get the economy going 
again. Today, businessmen are serving with increasing frequency on public, semi- 
public, and private bodies framing recommendations on major issues of public policy. 
And their proposals are receiving respected attention. 

Think for a moment of the ir-act on public thinking and policy represented by “the 
Cordiner report” or “the Rockefeller Brothers report,” to name but two. In all these, 
the research process involved has been the bringing of men of affairs together with 
experts to pool their knowledge and judgment. This is the research process that was 
pioneered by CED. And it is this process, I believe, that gives businessmen their best 
chance for exerting effective leadership in public affairs. 

When men of prestige are capable of expressing views based on solid, objective 
research, they are bound to become men of influence. The evidence to support this 
statement is abundant. What is not nearly abundant enough, however, is the number 
of businessmen who are conducting themselves in accordance with the evidence. 
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A Philosophy Of Economic Education 


ECONOMICS COURSES: 


by 

John Chalmers 

and 

Laurence E. Leamer 


To prepare the student to meet political, economic, and social problems and responsibilities of living in 


ECONOMICS INSTRUCTORS: 


a free society. 


To teach with purpose, imagination, and profoundne:., with particular emphasis on the introductory 


It may be that Professor Robbins was right when 
he said in his 1955 Presidential Address to the 
Royal Economic Society that the subject of teach- 
ing economics is not one to which we should devote 
much time and that indeed discussion of “mere or- 
ganization and method” may become a vicious habit. 
Our function as economists, he argued, is to study 
economics and as teachers to teach it. 

He proceeded, however, to devote the remainder 
of his address to this useless, distracting subject. 
So did his successor in office in a similar address 
that appears in the Economic Journal of this past 
September. So did a growing group of teachers of 
economics in our own nation spend an increasing 
amount of time discussing the subject, especially 
after the development and publication of the 1950 
report on The Undergraduate Teaching of Eco- 
nomics and after the organization in 1948 of the 
Joint Council on Economic Education. 

Today groups continue to explore and to evaluate 
programs in economics, searching for better ways 
to transmit to students a knowledge of and excite- 
ment about a discipline that grows in complexity 
as an understanding of it grows in importance. 
Like Professor Robbins himself, we are about to 
disregard his advice. As Socrates held that “the 
unexamined life is meaningless,” so too, perhaps, 
is the unexamined curriculum. 

Instructors in economics are often so busy “cov- 
ering” the subject or displaying erudition that no 
thought is given to why they are teaching what 
they are teaching, how they are teaching it, or why 
they are teaching at all. Activities as teachers be- 
come means to a livelihood, or to research, or to 
personal display of power. Any of these, rather 
than helping students to learn, may be the real 
focus of the instructor’s efforts. 

The best teaching is likely to be done by those 
who regularly appraise what they are doing in 
terms of a tentative philosophy and who are using 
what they are doing to clarify and to develop fur- 
ther their philosophy. 
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courses. 


A philosophy of economic education includes three 
aspects: (1) the clarification and ranking of ends, 
i.e., the formulation of a social philosophy, (2) 
the identification of relevant aspects of the existing 
social structure, and (3) the selection of means 
(including curricula and procedures) appropriate 
to the pursuit of these ends in this given social set- 
ting. We shall attempt to deal with each aspect 
in turn. 


A SOCIAL PHILOSOPHY AS IT RELATES 
TO ECONOMIC EDUCATION 


A Free Society 

Its values. The central value of our liberal demo- 
cratic tradition, we believe, is freedom. The mean- 
ing of freedom as it relates to the development of 
the individual is well-expressed in the motto of 
the State Unversity of New York: “Let each be- 
come all he is capable of being.” Freedom so de- 
fined has two aspects—formal freedom and effec- 
tive freedom. Each individual is formally free when 
he is not restrained in his self-development except 
when his action interferes with another’s freedom. 
Each individual is effectively free when he has 
access to the power, i.e., the means, to use his 
formal freedom. 


Its basic decision-making process. The form of social 
action which seems best to preserve and enhance 
freedom is discussion leading to consensus and 
often to action or law. Through discussion, men 
not only cooperatively seek to determine what to 
believe; they may seek also to improve their beliefs. 
Finally, the process of discussion prepares most 
men to obey consensus whenever it results in law. 
Discussion is therefore a process by which free men 
exercise their freedom in the solution of social 
problems and in the building of a better society. 
This, among other reasons, is why we shall later 
propose that discussion be a major educational 
method in the economics classroom. 


1 




















Its economy. The form of economic organization 
particularly suited to the preservation and enhance- 
ment of freedom is, most of us tentatively believe, 
a market economy, modified where necessary to 
increase effective freedom. Economic education in 
a free society has a responsibility to extend under- 
standing of such an economy. 

The role of liberal education. A liberal arts college 
exists to contribute to making man formally and 
effectively free in regard to those aspects of self- 
development particularly related to the mind; it 
provides opportunity for the cooperative pursuit of 
tentative truths by study, observation, discussion, 
and consensus. The liberal arts college seeks to 
make man formally free by providing an environ- 
ment in which man in his effort to develop his mind 
is not coerced to conform by tradition, authority, 
or pressures. The liberal arts college seeks to make 
men effectively free by being open to all who have 
the capacity and will to learn and by providing an 
environment conducive to learning. This intellectual 
development includes (1) the development of man’s 
capacity for reflective thought concerning the na- 
ture of the physical and social universe and his 
place and role in it, (2) the development of social 
and political wisdom, and (3) the development of 
a capacity to appreciate and enjoy the products of 
man’s creative activity in literature, music, and art. 


Parts of the first two aspects of man’s intellectual - 


development are a concern of the social sciences, 
including economics. 


THE SOCIAL STRUCTURE AS IT RELATES 
TO ECONOMIC EDUCATION 


A social philosophy gives one a sense of direction 
for his life and his educational efforts. The social 
Sciences, as they reveal the nature of modern so- 
ciety and its origins, give an understanding of the 
social structure which an educational philosophy 
must take into consideration. Several aspects of 
modern society seem to be of special importance 
here. 


The structure of public opinion formation. While dis- 
cussion may be the ideal democratic social process, 
in practice no citizen can make all decisions by 
discussion. An elaborate pattern of speciali-:tion 
grows; a variety of social roles develop. 

One role is that of researchers, persons who are 
seeking to push back the frontiers of knowledge. 
Another role is that of teachers, persons who seek 
directly to learn the findings of research for com- 
munication to the public. A third role is played 
by those members of the general public who influ- 
ence the opinions of others. A final role is that of 
those whose opinions are so influenced. 

How are persons in any role to recognize compe- 
tence in their sources of information? How can the 
less informed be taught to know who is really more 
informed? How can a citizen, who at best can learn 
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only a little economics, be equipped so that he will 
be guided by someone knowledgeable and respon- 
sible rather than by a charlatan? How can knowl- 
edgeable and responsible leaders be developed? If 
wise decisions are to be made by citizens in a de- 
mocracy, these problems must be met. They become 
increasingly acute as social knowledge increases 
and as specialization grows. 

A developed critical ability and a knowledge of 
the scientific method and its limitations are basic 
tools by which the less informed can identify those 
who are really more informed. Although a student 
can learn these as well in other disciplines, a dis- 
tinctive contribution of economics to wise and re- 
sponsible social choice and to the recognition of 
authorities who are not mere charlatans is the real- 
cost principle (opportunity cost or alternative 
cost). 


Self-interest and public opinion. Values and thus 
opinions on economic policy are greatly influenced 
by economic self-interest (real or imagined). The 
evidence of this has caused some to argue that edu- 
cation on the college level can do little more than 
provide the student with “better reasons” for what 
he already believes, or better ways to attain what 
he already wants. 

Even if a liberal education fails to change a stu- 
dent’s values, it should at least make him aware of 
the institutional foundations of his beliefs. Because 
economic institutions are so important in shaping 
men’s values and, thereby, their choices and acts, 
the student may learn that his future economic 
choices (e.g., of an occupation) are really choices 
among several different persons he may become. 
Similarly, as we modify our economy in one direc- 
tion or another, we will change ourselves. Finally, 
as a citizen of a free society, the student learns 
that the ultimate judgment of any institutional ar- 
rangement (including an economy and economic 
institutions) is in terms of the type of men it pro- 
duces. The teacher of economics and economic in- 
stitutions has therefore, more than he realizes, an 
influence on the future course of human values. 


Social problems and social action. The social sciences 
clarify the nature of social problems and the con- 
ditions for their remedy or alleviation. As a result, 
the problems-approach to the study and solution of 
social problems has developed. This approach is as 
follows: First, the identification of the problem, 
i.e., the determination of the facts which are in 
conflict with what is believed ought to be (the 
values) ; second, the study of alternative policy so- 
lutions, including relevant analytical materials; and 
third, the evaluation of the probable result of the- 
proposed policies both in terms of the central values 
under consideration and in terms of other objectives 
it may affect. This provides, therefore, an organi- 
zational framework for the study of economic prob- 
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lems and for their discussion by citizens. 


The persistent political-economic problem of citizens. 
Finally, history reveals the persistence of particular 
economic problems and discussions. Seldom has the 
citizen been asked by his vote to give his opinion 
on particular economic policies. Rather, the per- 
sistent questions have been, “What is the proper 
role of government in relation to our economy?” 
“In what direction do we want our economy to 
move—to greater reliance on laissez faire or to 
greater reliance on public intervention?” “What is 
the good economy, and how is it to be attained and 
maintained?” Jefferson and Hamilton debated 
these questions, similarly did Jackson and Clay, 
T. Roosevelt and Wilson, Hoover and Franklin 
Roosevelt, Eisenhower and Stevenson. While the 
debate has shifted its emphasis with the concrete 
economic problems of the times, even old debates, 
as the student of history knows, have a surprisingly 
modern ring. One of the central objectives of eco- 
nomic education is to prepare students to participate 
in similar persisting discussions of the political- 
economic problem of citizens. 


OBJECTIVES OF AN ECONOMICS CURRICULUM 
IN A LIBERAL EDUCATION 


An economics curriculum in a liberal arts college 
should include: 


1. A knowledge of our socioeconomic organization. No 
student should be allowed to pass any course in 
economics who has not learned the general nature 
of our socioeconomic organization, i.e., of an econ- 
omy which performs the basic functions common to 
all economies primarily by means of free markets, 
but secondarily by means of authority, custom, and 
public decision. If nothing else can be taught, this 
should be taught. One of the best ways to teach this 
is to compare the nature of our economy with others 
—democratic socialism, Marxian socialism, and the 
medieval economy. 


2. An ability to participate intelligently in public dis- 
cussion of the political-economic problem of citizens. This 
objective is the essence of political wisdom. It re- 
quires an understanding of the political-economic 
problem of citizens, both as it has been debated in 
the past and as it is currently debated. It requires, 
as well, an understanding of the values, economic 
and noneconomic, by which an economy is judged. 
The student should see how self-interest influences 
one’s policy views and how one’s choice of policies 
may influence his values. If the student is to learn 
to share responsibly in public discussion, he should 
gain experience in the discussion of economic mat- 
ters in his economics classroom. This not only gives 
him experience in an essential democratic process, 
but also is an excellent means for developing critical 
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ability, i.e., the ability to identify central issues, to 
recognize underlying assumptions, to evaluate evi- 
dence or authority, and to draw warranted con- 
clusions. For these reasons considerable use of the 
discussion method is imperative in economic edp- 
cation. 


3. An ability to participate intelligently in public dis- 
cussions of particular economic problems. The require- 
ments for intelligent discussion of the political- 
economic problem of citizens apply equally to the 
discussion of particular economic problems. In each 
of these areas one’s social philosophy and one’s self- 
interests are important determinants of one’s spe- 
cific policy views. But especially in the latter area 
the recognition of knowledgeable and responsible 
source: of information becomes crucial. To accom- 
plish this third objective it is necessary to learn and 
to practice a systematic approach to the study of 
problems. 


4. An ability to use economic reasoning. | Economics 
has a unique and valuable tool for reasoning and 
choice in its real-cost principle. (Assuming that 
resources are fully and efficiently employed, to use 
a resource in one way is at the cost of the alternative 
uses which must be foregone.) While the real world 
does not permit precision in making such calcula- 
tions, this principle nevertheless is at the heart of 
any attempt, individually or socially, to choose ra- 
tionally. While a student should learn to use the 
real-cost principle, he should also learn its limita- 
tions. Particularly he should learn that some of our 
resources may be profitably used not to seek given 
ends, but to discover unanticipated values. 

The importance of these four objectives and the 
social philosophic and social organizational founda- 
tions from which they were derived was well sum- 
marized by Arthur F. Burns in the concluding 
paragraph of his recent address before the tenth 
anniversary meeting of the Joint Council on Eco- 
nomic Education. 

The tasks ahead of us are therefore many and difficult. 
They present a challenge to citizens generally, not only 
to economists and government officials. In the future, as 
in the past, the limits of our achievement as a nation 
will be determined by public understanding of the need 
to improve the workings of our economy and by the 
ability of ordinary citizens to distinguish between sound 
and unsound policies. 


THE RESPONSIBILITIES OF THE ECONOMIST 
IN LIBERAL EDUCATION 
If men are really free to make something of them- 
selves and of their civilization they must use their 
freedom responsibly. Tocqueville put the matter 
in these classic words: 
Providence has not created mankind independent or 
entirely free. It is true that around every man a fatal 
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circle is traced beyond which he cannot pass, but within 
the wide verge of that circle he is powerful and free; as 
it is with man, so with communities. The nations of our 
time cannot prevent the conditions of men from becom- 
ing equal; but it depends upon themselves whether the 
principle of equality is to lead them to servitude or 
freedom, to knowledge or barbarism, to prosperity or 
wretchedness. 
Within the classrooms, colleges, communities and 
nation, teachers of economics have a circle in which 
they are powerful and free. What are their respon- 
sibilities if they are to contribute to freedom rather 
than servitude, knowledge rather than barbarism, 
and to prosperity rather than wretchedness? 


To improve the quality of instruction. Economists are 
generally overly critical of the manner in which 
they introduce their subject to undergraduates, at 
least when participation in the discussion is limited 
to members of the profession. Few of us really 
share the view cited in the 1950 A.E.A. Report 
that the introductory economics course is “deadly, 
impractical, and probably the worst taught course 
in American colleges and universities.” Yet our 
experience hardly supports the optimistic evalua- 
tion of the benefits of the beginning course ex- 
pressed either in college catalogues or by faculty 
advisers helping students to decide whether or not 
to risk three to six credit hours on a course that the 
students think should teach them how to make 
money, despite the overwhelming campus comment 
to the contrary. Instead, the introductory course 
varies in quality and efficacy from institution to 
institution, and from instructor to instructor. Al- 
though lack of agreement on either the goals or 
procedures of the course may partially explain why 
this course is so often badly taught, a contributing 
factor of major importance is the quality of the 
staff itself. As a result, beginning students are 
sometimes saddled with intensive studies of sub- 
sidiary and unrelated material, apparently on the 
ill-founded belief that making them work harder on 
the wrong things will somehow increase their grasp 
of the right things. 

Probably quite general agreement could be 
reached that the primary general objective of the 
introductory course is to acquaint the student with 
the basic concepts used by economists and a sense 
of their usefulness and limitations so that his criti- 
cal ability is enhanced and he becomes a more in- 
telligent and useful member of society. If this means 
training for useful citizenship, we would emphasize 
that this is not something that can be attained 
directly but is rather a likely beneficial by-product 
of a rigorous introductory course expertly taught 
by enthusiastic teachers. 

True, there is disagreement over which approach 
is best in the beginning course. Some instructors 
experience greatest success with a course oriented 
to the national income approach, others with a 
historical-institutional approach, a socioeconomic 
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organizational approach, or a neoclassic approach. 
The determining factors here would seem to be the 
interests, capabilities, experience, and enthusiasm 
of the staff. The quality of instructor seems there- 
fore to depend primarily upon the quality of the 
teaching staff. 


To improve the staffing of our courses. But how is the 
problem of staffing to be solved? Part of the diffi- 
culty here is an adequate comprehension by admin- 
istrators that the most important and difficult of 
economists’ teaching responsibilities lies in the in- 
troductory course. As a result, the teaching staff 
for this course is too often composed of partially 
trained and inexperienced instructors. More mature 
and experienced teachers, driven by the need for 
specialization and publications for promotions, seek 
the advanced courses which more closely support 
these drives. The institutional and professional de- 
terminants of this unhappy situation cannot be 
easily changed; but if the best qualified are not now 
teaching the elementary course, the clarification of 
goals, new techniques, unique approaches, or a re- 
vised content will not save the course from medi- 
ocrity at best or abject failure at worst. 

Chairmen of economics departments should insist 
that the importance, challenge, and difficulty of con- 
ducting the beginning course successfully be recog- 
nized by the ranking professors in the department 
as well as by the institutional administrative hier- 
archy. This would lead to a wiser allocation of the 
best teachers; and, once it became apparent that 
exciting, exacting, purposive, imaginative teaching 
at the introductory level has its salary, promotional, 
and status rewards, younger faculty with appro- 
priate interests and qualities would have substan- 
tially increased incentives to excel in this relatively 
neglected area. 


Responsibility for planning and cohesion within the cur- 
riculum. Although the major weakness of the be- 
ginning course is held to be in its staffing, the 
economics curriculum suffers most from lack of 
planning and cohesion. Too often later specialized 
courses in economics pay so little attention to the 
content of prerequisite courses that students ma- 
joring in the subject become bored by needless 
repetition, discouraged by the lack of a meaningful 
sequential development of the discipline, disheart- 
ened by the unrelated nature of courses in which 
economic principles play an insignificant role, and 
disillusioned by the inability of the advanced courses 
to suggest answers to the questions that are both- 
ering them. 

The arguments in favor of a prescribed core of 
work within the department before students may 
elect specialized advanced courses seem to be com- 
pelling. Although some disagreement doubtlessly 
exists as to the proper composition of this core, the 
beneficial consequences in raising the level of ad- 
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vanced courses, in reducing needless repetition and 
in initiating a sequential development of the dis- 
ciplines of economics are apparent. Furthermore, 
on the assumption that most of a student’s educa- 
tion occurs outside the classroom, a common and 
widely-shared intellectual experience is conducive 
to maximum informal discussion and student self- 
development. Or, to put it differently, the atmos- 
phere and opportunity for learning are enhanced 
in a situation in which students through the inter- 
mediate level in economics are taking identical 
courses. For example, following the beginning 
course there might be a core requirement of a year 
sequence in Economic Thought and Intermediate 
Theory taken concurrently with one of Money, 
Banking and Economic Fluctuations. Then electives 
for majors in the department can be based on this 
common academic experience and proceed as senior 
courses, at an advanced level. Obviously, consensus 
by the department faculty on the content of each 
of the courses within the core would be necessary 
for the best results. And as the core represents a 
responsibility of the department, a case exists for 
rotating the teaching responsibilities of these re- 
quired courses, at least to the extent that no faculty 
member develops an exclusive vested interest in any 
one of them. 


Responsibility to the economics major. A possible way 
to determine the extent of consensus or disagree- 
ment on the goals of the economics curriculum 
would be to examine the nature of our expectations 
for the graduating economics senior. It would be 
expected that, along with other graduates, he would 
have a respect and thirst for learning, would be 
able to think cogently, read perceptively, and write 
and discuss coherently on matters of concern to all 
humans—concerns which he shares. And, though 
his exposure to courses offered by other depart- 
ments will also make a substantial contribution 
here, there is no gainsaying the responsibility of 
the economics department. 

In addition to the general attributes of liberally 
educated students, the economics major should have 
acquired some of the skills of the economist: a 
command of particular tools and areas of knowledge. 
It is recognized that with but a limited portion of 
the students’ schedules avaiblable to us, we cannot 
turn out professional economists. Our expectation 
is, however, (1) that any graduating economics 
major have an awareness of the development of 
economic thought and an acquaintanceship with 
some of the masters, (2) that he be familiar with 
the uses and limitations of economic theory, at 
least at the intermediate level, (3) that he have 
been introduced to the determinants of national in- 
come and the cause of fluctuations in it, (4) that he 
have a good understanding of, say, a couple of spe- 
cialized areas in the economics curriculum reflect- 
ing his particular interest, (5) that he be able to 
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recognize the complexity of our persistent economic 
problems and use a systematic approach in attack- 
ing them, (6) that he have some sensitivity to what 
we don’t know, and (7) that he be able to relate 
material in economics to other relevant social science 
fields which he has studied. 

If students do not live up to these expectations 
then there is something wrong with the students, 
the staff, or with the program. The easy answer, 
of course, is that the fault lies with the students, 
and there may be considerable validity in such an 
appraisal. Yet we have little influence on the train- 
ing or quality of the entering students at our in- 
stitutions of higher education; hence, we must exer- 
cise .vhatever control we have by the rigor of the 
beginning course as well as by specific departmental 
standards and requirements for majors, such as 
special reading lists, independent work, com- 
prehensive exams, mathematics and _ statistics 
courses, senior thesis, and the like. We may thus 
shunt some of the poorer students off to other de- 
partments, even though they might learn more with 
us than in the alternative pursuit, leaving us with 
a more select group to work with in the advanced 
courses. Withal, we seem to get at least our fair 
share of the brighter students available; and, 
though we may deplore the quality of the general 
run of students, we still need to take a long honest 
lock at what happens to the good ones that we do get. 


Responsibility for the preparation of future teachers. If, 
in the years immediately ahead, our admissions 
officers are able to raise standards and supply our 
institutions with better qualified students, the op- 
portunities and challenges of economists and teach- 
ers will multiply. Soundly conceived programs, ex- 
pertly staffed, can lead the budding undergraduate 
economists close to the goals posited earlier in this 
paper. 

But where can the expert staff be found? This 
depends in no small measure on us. The increasing 
number of graduate students in economics, so des- 
perately needed in teaching, research, government, 
and business, are well or badly trained, have serious 
or superficial intellectual interests—in short, are 
promising or otherwise, very largely on the basis 
of their experience with us. Insofar as almost all 
professional economists are first the product of 
liberal colleges, ordinarily having majored in eco- 
nomics, we cannot divorce ourselves from a respon- 
sibility for the quality of their performance in 
graduate school and thereafter. And surely we owe 
it to those who join us in the teaching of under- 
graduate economics to devise better ways that will 
be genuinely helpful in mastering the art of teach- 
ing. 

Responsibility to graduates. In addition to our re- 
sponsibility for those who go on to graduste school, 
we have a greater one, quantitatively, for -zhose who 
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do not. All of us have listened to commencement 
speakers telling graduating seniors that their edu- 
cation was about to commence. Yet, as economists, 
we have done precious little to find out in what 
ways our typical graduates do continue their edu- 
cation, or in what ways we could help to spur them 
on. If we seriously believe our functions to include 
instilling in a student a real thirst for knowledge 
and a desire for self-education, that our teaching 
be germinal rather than terminal, then continuing 
contact with our typical graduates seems manda- 
tory. 


Obviously, with the other demands on our time 
and energy, our efforts in this area must be lim- 
ited. Nonetheless, we should be able to do more than 
visit momentarily with the annual June returnees. 
As a minimum, consideration could be given to an 
annual departmental letter to graduates, mainly to 
distribute an annotated reading list of current eco- 
nomics books of interest, but including as well de- 
partmental and staff news. Some encouragement 
to and direction of continued intellectual pursuits 
by our graduates might have results greater than 
the small additional effort assumed by us. 

[End] 





TRAINING FOR LEADERSHIP 


In a letter to the Atlanta Economic Review, Col. Lyndall Urwick, well-known writer and consultant in 


the field of business management, London, points out the paradoxical situation of demand for and facili- 
ties for educating leaders in business in Great Britain and in the United States. He states that in Lord 
Radcliffe’s Reith Memorial Lectures, broadcast in London in 1951 under the title “The Problem of Pow- 
er,” in a postscript Lord Radcliffe posed the question: 6 f 


“Do we, for instance, think that there is an ideal of government to which men ought to 
aspire? and, if so, do we think that this can be apprehended by the ‘ordinary’ man, 
without special training or any special sense of mission? Do we believe in the import- 
ance of a governing class in society devoted to this training and practice? For only if 
we do is it worth while to dwell upon the question which so many people in the past have 
thought to be the crucial one, how to form, maintain and recruit such a class.” 





Col. Urwick continues with his own comments: 


It is intriguing that in Great Britain which has, on the whole, believed in a govern- 
ing class, we are terribly behindhand in the provision of higher educational facilities 
for those destined to govern in economic life, i.e., for future managers. In the U.S.A., 
on the other hand, which has “held it to be self-evident that all men are created equal,” 
there is an almost embarrassing demand for facilities for educating those who are pre- 
sumably intended to constitute the governing class in the business of tomorrow, ie., 
for future managers. 
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The achievements of research, using the basic 
disciplines of the natural sciences—physics, chem- 
istry, astronomy, biology, etc., and their engineer- 
ing applications—are well-known. They have trans- 
formed the world we live in. But along with them 
has developed a more soft-spoken, less obvious, and 
certai-ly less acclaimed science, an area I shall call 
logistics research. 

The term “logistics research” is borrowed from 
military parlance where it is used to embrace the 
details of the transport, quartering, and supply of 
troops in military operations. For our purposes it 
may be restated as “embraces the transport, proc- 
essing, and supply of goods and services to cus- 
tomers through business operations,” thus meaning 
research in the nonphysical aspects of our economy. 
It involves the flows of intelligence and the evalua- 
tion of such resulting information for decision 
making. Logistics encompasses such areas as: the 
size and frequency of production runs, the levels of 
inventory, the distribution of products, the optimum 
assignment of limited resources, the development 
of processing schedules, the location of plants, the 


‘evaluation of alternative decisions, and the develop- 


ment of predictive mathematical models, to men- 
tion but a few. 

Stated another way, logistics research means re- 
search into the nonphysical aspects of our society 
and its organized processes. This research is com- 
posed of many of the basic disciplines and some of 
the social sciences. It includes the disciplines of eco- 
nomics, psychology, sociology, and their new hy- 
brids—econometrics, human engineering, and moti- 
vation research—as well as many engineering, 
mathematic, and natural science concepts. 


The postwar period has seen the start of intense 
research, both pure and applied, in this area, as 
business managements have searched for better in- 
telligence to guide them in reaching more adequate 
business decisions in an ever-increasingly complex 
business maze. A start has been made toward solv- 
ing many of these problems. Basically, logistics re- 
search—frequently called operations research or 
scientific management—is the utilization of the 
scientific approach. Fundamentally, this means rec- 
ognizing a problem needing solution, analyzing the 
problem to understand the parameters, acquiring 
knowledge of the functions of these parameters, de- 
veloping a hypothesis for obtaining a solution, and 
testing the hypothesis. Frequently, in logistics re- 
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search, the hypothesis can be mathematically for- 
mulated. This, then, permits evaluations on paper 
before a decision involving men, money, and ma- 
terials is committed. 

The electronic computers have permitted the rap- 
id analysis of complicated problems. They permit 
solutions that heretofore were not feasible from both 
the time and cost angle. However, in both the area 
of computer hardware and the mathematics of 
many problems, pure, as well as applied, research 
will be necessary in order to achieve the ultimate 
goals some of us can envision. 

The Western Electric Company has been explor- 
ing this field for some three or four years. A few 
highlights of our experience are given below. 

Distribution of Product. Through linear program- 
ming, we have developed shipping patterns from 
various supply points to several receiving locations. 
In transportation costs, savings have been achieved 
of as high as 30 per cent, and in Jaid-down costs, 
i.e., cost of product and transportation, of as high 
as 10 per cent. Some of these problems have been 
resolved, and several more are under study. 

Plant Location. Management does not locate new 
plants by fancy or whim. The location of a new 
plant is the result of a careful appraisal of all the 
facts. Western Electric has used linear program- 
ming to sharpen the answers as regards transpor- 
tation costs of raw materials and finished products. 
In one case the difference in transportation between 
the lowest cost and highest cost location among five 
otherwise acceptable sites was $1,000,000 per year 
—more than the depreciation on the plant. In 
another case we were able precisely to locate the 
town, east of the Mississippi River, where lowest 
cost transportation would prevail. Transportation, 
of course, was not the only factor to be considered. 

Product Mix. In connection with a new plant we 
were able to identify the best assortment of product 
to manufacture in order to minimize transportation 
costs and machinery investment. Although increased 
machinery costs were involved, one particular prod- 
uct assortment had a saving of about a quarter of 
a million dollars a year. We are now working on 
a number of similar problems. 

Inventory and Economic Lot Size. These kinds of 
problems usually lie in the manufacturing and pur- 
chasing operations and involve a situation in which 
competitive costs are present. The more produced 
or purchased at one time, the lower the unit costs 
due to spreading start-up or procurement costs. 
But the more produced or purchased, the higher the 
inventory carrying charge. It costs between 20 and 
45 cents to carry $1 of inventory one year, includ- 
ing a return on the money tied up. We have com- 
pleted a number of analyses in which the number 
of setups has been reduced 25 to 35 per cent and 
others in which inventory levels have been reduced 
up to 40 per cent. In one case resulting in a saving 
of some $300,000 a year, it was necessary actually 
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to increase inventory modestly. We are now working 
on a project that may run potential. savings as high 
as $10 to $12 million a year. We are also working 
on a number of purchasing problems in which the 
cost of ordering is batted against the cost of carry- 
ing inventory. Potential savings appear reasonably 
large. 

In some of these solutions servomechanisms have 
been incorporated to keep the whole system geared 
to dynamically changing demand. When pro- 
grammed on a computer, it is possible to achieve 
management by exception; that is, only those cases 
involving significantly changed demand are called 
to the attention of the decision-maker. 

While some of the dollar figures quoted above 
may seem large, it should be remembered that last 
year Western Electric’s volume of sales was more 
than $2,400 million, over $1,800 million of which 
was to Bell companies. To date this has been only 
an insignificant contribution to the fact that since 
1950, the time of the Korean incident, prices of 
manufactured apparatus and equipment products to 
our Bell customers have decreased 10 per cent, 
while wholesale commodity prices, excluding farm 
and food products, as reported by the Bureau of 
Labor Statistics have increased 26 per cent. Most 
of this record has been achieved through physical, 
scientific, and engineering technology, along with 
holding costs and expenses to minimum levels all 
along the line. Advantage is taken of every oppor- 
tunity for cost reduction as we strive, with the rest 
of the Bell System, to give the public the best tele- 
phone service at the lowest cost consistent with 
financial soundness. 

Process Scheduling. Through the use of linear pro- 
gramming and probability theory, several products 
have been scheduled through a number of successive 
machine operations in a manner to prevent bottle- 
necks, achieve a maximum use of available machine 
time, and to assure output of priority products as 
well as maximum total output. Completed projects 
have improved service conditions and efficiency, 
and other projects are under way. 

Evaluated Alternative Choices. Through probability 
theory, evaluations or alternative decisions have 
been developed in a number of cases. For instance, 
alternative incentive plans to stimulate accident 
prevention have been tested. Here management could 
see a probability of high cost at one extreme and 
no incentive at the other extreme before ever intro- 
ducing any plan. We are working on problems in- 
volving alternative choices in the allocation of fi- 
nancial resources between more capital equipment 
or larger inventories. 

Probability theory has been used for the apprais- 
al of many occurrences—from accident rates to an- 
ticipated deaths among various levels of manage- 
ment, to auditing of vouchers and transportation 
bills. In the latter cases the quality of the job has 
been controlled and labor hours have been reduced 
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50 to 80 per cent. 

In the area of quality control in production pro- 
cesses, We have maintained the quality of output 
and have reduced wastage and rejections, while 
increasing productivity. 

Predictive Mode!s. We have utilized correlation and 
multiple correlation models to project the basic 
nature of the economy for a number of years into 
the future. This aids management in planning ahead 
plant capacity needs so that we will be ready to 
meet the needs of the Bell System when they occur. 
Such models have also been used to predict the 
supply and demand, along with the prices, of various 
resources which Western Electric may require to 
meet its long-range program. When difficult prob- 
lems of supply are foreseen, we can develop plans 
to cope with the expected situation. This may mean 
basic physical research, as in the case of the sub- 
stitution of aluminum for copper as conductors; or, 
in the case of management employees, the recruit- 
ment and training of needed forces ahead of critical 
periods of expansion. 


The above outline of logistics research at the 
Western Electric Company has its counterpart or- 
ganizations in many other electronic firms. General 
Electric, Westinghouse Electric, Sylvania Electric, 
Minneapolis-Honeywell, and others are exploring 
the application of the techniques. But we are all 
in the infancy of the work. There is much need for 
both pure and applied research. We must not try 
to solve problems by an “ivory-towerish” approach, 
but on the basis of giving management the facts 
of life as an aid to the exercise of managerial 
judgment. 

Logistics research in the years ahead may make 
contributions to greater productivity and a better 
way of life equal to that of research and develop- 
ment in the physical sciences, if comparable re- 
sources of money and scientific manpower are de- 
voted to pure and applied research in the field. This 
is particularly true as we consider the ever-increas- 
ing complexity of the business structure. 


Let me cite three fields pregnant with: possibili- 
ties outside the private areas. I am a member of 
the statistical committee of the Mayor’s Advisory 
Council in New York City. Working with very lim- 
ited resources, we have accomplished a few things 
and see exceedingly green fields. Problems awaiting 
solution run the gamut from tax programs and tax 
collection, to the location of fire equipment, to 
garbage disposal, to purchasing problems. Even a 
one per cent over-all savings in the $2 billion New 
York City budget is not unimportant. Expand this 
to all local governments and you can visualize a 
challenging field. 

Having been a consultant to the Army Logistics 
Research Group at George Washington University, 
I believe it is fair to say that hardware research 
and development has outstripped logistics research. 
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The Army recognizes the problem and is trying to 
come to grips with it. The problems run the gamut 
from how to get there “fastest with the mostest” 
and then keep the “‘mostest” adequate within lim- 
ited resources, to procurement and inventory prob- 
lems, and to maintenance and disposal problems. 


As an economist, let me touch what should be a 
sensitive nerve today. We have just experienced a 
business decline that apparently caught most of us 
by surprise. Business men did not create willfully 
overcapacity and bloated inventories. The profit 
squeeze, resulting from labor costs exceeding pro- 
ductivity improvement, was not the result of mal- 
feasance or greed. Consumer incomes and prices 
were not distorted by design to force many of the 
less-favored groups out of the market. Credit ex- 
pansion and decreased liquidity did not develop by 
the maliciousness of lenders or the conscious folly 
of borrowers. All made their decisions in good faith 
on the best analysis of available intelligence at the 
moment. But, again, there is need for more re- 
sources for pure and applied research in the field 
of economic intelligence. We need to fill gaps in 
our knowledge. 


One of the most important information gaps is 
in the interindustry, or input-output, studies. The 
most recent such study is that of 1947. For over 
ten of the most dynamic years in history, we have 
no intelligence in this area. Studies in this field have 
tremendous potential for pointing out imbalances 
between supply and demand among _ industries. 
Since they show the industries which draw upon 
the output of any given industry, as well as those 
which supply goods and services to a particular in- 
dustry, such studies should be exceedingly helpful 
in making better forecasts of cyclical and long-term 
trend economic movements. 


We need to explore more rigorously existing in- 
telligence—gross national product, money flows, 
interindustry studies, monetary information, and 
the like. Many groups are doing a sterling job with 
the resources they have. They need more resources. 
Perilous economic times take their toll in the ex- 
penditure of emotional energy and in wasted op- 
portunity. Perhaps the cost of research and devel- 
opment in this area would be small compared with 
the cost of wide cyclical movements. 


Logistics research has only scratched the sur- 
face of its potential for eliminating human drudg- 
ery, minimizing useless effort, increasing produc- 
tivity, and promoting a higher standard of living. 
These things will be achieved in direct proportion 
to the allocation of the resources of funds and 
skilled manpower, for both pure and applied re- 
search. Much benefit can be achieved rapidly with 
a rather high savings return per unit of resource 
input. Some research, like a great deal of that in 
physical science, will return savings only after a 
considerable period of time. 


19 

















LET RO 





The Southeastern Corner 


by 
Warren A. Walker 


ECONOMIC PROGRESS OF THE 
SOUTHEAST: 


Part Il 


Last month some of the difficulties and pitfalls 
in the interpretation of statistical information were 
considered, and some specific statistics relating to 
the Southeast and to the United States as a whole 
were examined. 

In this article some of these same techniques will 
be applied to test the economic progress of selected 
southeastern metropolitan areas in comparison with 
similar areas in other parts of the country. 

In the comparison of cities there is one additional 
factor that must be considered. Statistics relating 
to small cities usually refer only to activity within 
the city limits. Statistics relating to large cities 
usually relate to the metropolitan area, for which, 
unfortunately, there is no uniform definition. In 
this article attention will be focused only on metro- 
politan areas which, unless otherwise noted, will 
be the metropolitan areas as defined by the Bureau 
of the Census. 

For the Southeast, the metropolitan areas of At- 
janta, Georgia; Birmingham, Alabama; Chatta- 
nooga, Tennessee; and New Orleans, Louisiana, will 
be considered. Other portions of the country will 
be represented by Buffalo, New York; Flint, Michi- 
gan; Denver, Colorado; and San Francisco, Cali- 
fornia. 


Bank Deposits 

One of the indicators used for a comparison last 
month was bank deposits. It was pointed out that 
banking tends to concentrate in a relatively few 
cities. With this in mind, it might be supposed that 
these cities under consideration would show up 
better individually than would their respective 
states. This is in fact the case. Between the years 
1949-1956 Atlanta had an increase in bank deposits 
of 106 per cent, Birmingham 70 per cent, Chatta- 
nooga 82 per cent, and New Orleans 121 per cent. 
The figures for the respective states, although for 
a four-year longer period (1946-1957), yielded 
only the following gains: Georgia 45 per cent, Ala- 
bama 49 per cent, and Tennessee 48 per cent. 
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Comparisons with cities in other portions of the 
country show the following percentage gains be- 
tween 1949 and 1956: Buffalo 65 per cent, Flint 
145 per cent, Denver 90 per cent, and San Francisco 
67 per cent. (The dollar amounts represented by 
these percentage increases can be determined from 
an examination of Exhibit A.) 


Exhibit A 
Bank Deposits 
(in millions of dollars) 
in Selected Cities, 1949 and 1956 











1956 1949 % Change 
Atlanta 1,094.3 531.6 +105.8 
Birmingham 488.8 287.6 + 69.9 
Chattanooga 255.7 140.7 + 81.7 
New Orleans 1,063.7 482.1 + 120.6 
Buffalo 2,036.1 1,233.5 + 65.1 
Flint 319.5 130.2 +145.4 
Denver 936.5 492.2 + 90.3 
San Francisco 6,079.6 3,645.9 + 66.7 








Source: Federal Deposit Insurance Corp. 


In considering the level of economic activity in 
a metropolitan area, there are three types of indi- 
cators that should be considered. First, there are 
those which indicate the level of industrial activity. 
These would include tabulations of value added by 





1. Data in Exhibits A, B, and C supplied by the Atlanta office of the 
U.S. Dept. of Commerce. 
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manufacture, manufacturing establishments, manu- 
facturing employment, and manufacturing payrolls. 

The second consideration would be the level of 
commercial activity. Readily available indicators 
that provide information in this area would be 
merchant wholesale sales and retail sales. Some- 
times separate employment and payroll figures are 
available for these types of activities, but not al- 
ways. 

Finally there are the consumer types of indica- 
tors such as new dwellings, telephones, private mo- 
tor vehicle registrations, etc. Of course retail sales 
acts as a joint indicator of both commercial and 
consumer activity. 


Value Added by Manufacture 


During the period 1947-1956 Atlanta had a gain 
of 214, Birmingham 107, Chattanooga 136, and New 
Orleans 113 per cent in their value added by manu- 
facturing. On the surface these figures appear to 
compare quite favorably with percentage increases 
of 91 for Buffalo, 128 for Flint, 148 for Denver, 
and 92 for San Francisco. 


Note however (Exhibit B) that although Buffalo 
had the smallest percentage gain of any of the 
eight cities under consideration, except for San 
Francisco it had the greatest gain in growth when 
measured in dollars. This is true in spite of the fact 
that it had the largest base number (except for 
San Francisco) in 1947. This would seem to con- 
firm the argument that, as a general proposition, 
an extensive manufacturing base tends to be self- 
generating—that is, the larger the base, the larger 
it tends to become. 


Exhibit B 
Value Added by Manufacture 
(in millions of dollars) 
in Selected Cities, 1947 and 1956 











1956 1947 % Change 
Atlanta 743.7 237.0 +213.8 
Birmingham 569.3 275.3 +106.8 
Chattanooga 352.3 149.1 +136.3 
New Orleans 474.7 223.0 +112.9 
Buffalo 1,949.5 1,023.2 + 90.5 
Flint 739.4 324.5 +127.8 
Denver 456.2 183.7 +148.3 
San Francisco 2,014.4 1,049.5 + 91.9 








Source: Survey of Manufactures—Bureau of the Census, 
U. S. Dept. of Commerce. 


Large Manufacturing Establishments 


A tabulation of the gain in the number of large 
manufacturing establishments (those employing 
over 500 people) also shows the tendency for cities 
which already have much industry to gain appre- 
ciably more (Exhibit C). 
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Exhibit C 
Number of Large Manufacturing Establishments 
(over 500 employees) 
in Selected Cities, 1946 and 1956 











1956 1946 “% Chang 
Atlanta 26 16 + 62.5 
Birmingham 24 20 +20.0 
Chattanooga NA* NA NA 
New Orleans 17 11 +54.5 
Buffalo 71 58 + 22.4 
Flint 9 5 +80.0 
Denver 14 9 +55.5 
San Francisco 54 33 + 63.6 








*NA—not available. 
Source: Business Patterns—Bureau of the Census, U. S. 
Dept. of Commerce. 


Thus,-in its number of large manufacturing 
plants Atlanta had a gain of 63 per cent, but nu- 
merically this represented only 10 plants. Buffalo, 
on the other hand, had a gain of about 22 per cent, 
but this represented a numerical increase of 13 
plants. 

A comparison of Birmingham and Flint, a city 
in the Southeast and one in the highly industrialized 
North, produces just the opposite. An increase of 
four plants in Birmingham produced a percentage 
growth of 20, whereas an expansion of the same 
number in Flint produced a percentage increase 
of 80. 


Other Industrial Indicators 

Other useful industrial indicators are manufac- 
turing employment and manufacturing payrolls. 
Using these indicators in conjunction with the value 
added by manufacture, previously mentioned, cer- 
tain interesting averages can be derived. For ex- 
ample, it can be determined whether the new plants 
added during a particular period were of the high 
value-added type, or the low value-added type. 
Moreover, it can be determined whether the average 
wage per worker is moving up or down, as well as 
its movement in a particular city relative to the 
country as a whole. Finally, it can be determined 
whether the average plant is relatively large or 
relatively small in regard to either employment or 
payrolls. 


Conclusions 

Growth statistics for the Southeast indicate that 
the diversification since World War II has been a 
good thing and has brought about a better balance 
to the economy of the Southeast; moreover, growth 
is occurring in practically every area of activity. 
However, in many activities, while the percentage 
increase is very high, the absolute growth is still 
somewhat lower than the national average. Finally, 
it is apparent that the metropolitan areas of the 
Scutheast have participated in this economic growth 
more so than has the region as a whole. 
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April 1959 
, Jo Change 
April March % April % ; 
-™ 1959 1959 Change 1958 xm iS” 
Four Months ’58 
EMPLOYMENT 
Job Insurance (Unemployment) 
IR: etiiaia es erniahetenenhiinses $416,897 $512,904 —18.7 $887,279 —53.0 —~36.9 
Job Insurance Claimantsf ~-_---- 6,436 7,569 —15.0 15,356 —58.1 —39.5* 
Total Non-Ag. Employment ------ | 349,350 346,850 + G7 335,300r + 4.2 + 2.5* 
Manufacturing Employment ------ 85,150 84,650r + 0.6 80,600r + 5.6 + 1.4* 
Average Weekly Earnings, 
Factory Workers _-_..-.----- $81.61 $80.39r + 1.5 $72.18r +13.1 +10.0* 
Average Weekly Hours, 
Factory Workers --..-------- 40.6 40.6r 0.0 38.6r + 5.2 + 3.9* 
Index of He!p Wanted Ads 
(Seasonally Adjusted, 1947-49 
TED ctvimecuntenawiiinn 166.2 167.8 — 1.0 156.4 + 63 +45.0 
CONSTRUCTION 
Number of Building Permits$ ___- 796 | 959 | 17.0 842 — 55 + 45 =) 
Value of Building Permits§ _____- | $7,287,245 | $8,344,484 | —12.7 | $14,740,783 —50.6 +23.8 ¢ 
IE | einncnieiitecntisneieidnadnenie 23,400 22,500r + 4.0 18,400r +27.2 +22.4* 
FINANCIALS 
Bank Debits (Millions) _.________ | $1,988.3 $1,983.5 + 0.2 $1,632.4 +21.8 +18.3 
Bank Deposits (Millions) 
(Last Wednesday) _____ yecurres $1,237.5 $1,216.3 > iz $1,158.1 + 69 + 69** 
OTHER 
Department Store Sales Index 
(Adjusted 1947-49=100) _____ 169 155 + 9.0 153 +10.5 + 7.09 
Retail Food Price Index 
(1947-47 2700) ......25-.0s W157 | 114.9 + 0.7 119.4 — 3.1] — 3.1** 
Number Telephones in Service ___ 333,270 | 331,175 | + 0.6 | 312,273 | + @7 * qr 
| | | 
{ ! 
r—Revised *Average month **End of period {—Based on retail dollar amounts 
§City of Atlanta only. i? N. A—Not Available AData from members of the Federal Reserve System only. 
tNew series. Covers unemployed Federal employees and unemployed veterans in addition to those covered by Georgia law. Claimants include 
both the unemployed and those with job attachments but working short hours. 
Sources: All data on employment, unemployment, hours, and earnings: Employment Security Agency, Georgia Department of Labor; Number 
Help Wanted Ads: Atlanta Newspapers, Inc.; Building permits data: Office of the Building Inspector, Atlanta, Georgia; Financial data: 
Board of Governors, Federal Reserve System; Postal data: Atlanta Post Office; Retail Food Price Index: U. 8S. Department of Labor; @ 
Department Store Sales Index: Federal Reserve Bank of Atlanta and Board of Governors, Federal Reserve System; Telephones in 
Service: Southern Bell Telephone and Telegraph Company. 
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ATLANTA BUSINESS ACTIVITY 


During the first quarter of 1959, Atlanta’s busi- 
ness activity expanded at a rapid rate, shared by 
almost every sector of the economy. March employ- 
ment was 9,600 greater in 1959 than in 1958, up 
2.8 per cent; unemployment, at 24,000 and 5.9 per 
cent of the labor force in March 1958. had dropped 
to 16,700 and 4.1 per cent of the laber ferce. Bank 
debits, which in early 1958 had declined sharply be- 
low the trend line established in several previous 
years (if not below actual 1957 data), moved up 
sharply in March 1959 after the usual] January- 
February lows. Other activities which had been 
sluggish in 1958 also gave evidence of new vigor 
during the first quarter of the new year, as signs 
became more and more convincing that the city’s 
economy was imbued with a new vitality. 

April is the month which many economists con- 
sider the anniversary of the turning point in the 
1957-58 recession. The comparison of April 1959 
with April 1958, which can be made from the data on 
the opposite page, gives some idea of the gains made 
by the Atlanta economy in the year that has passed 
since the upward movement began. That the im- 
provement has been general throughout the econ- 
omy is apparent from the fact that every one of 
the series listed is at a hizher point in April 1959 
than it was a year ago, except the number and value 
of building permits, which will always show marked 
fluctuations even when trending upward sharply. 
Unemployment has eased very considerably as is 
indicated by a 53 per cent drop in job insurance 
payments and a 58 per cent drop in job insurance 
claimants. As a matter of fact, latest estimates 
made by the Georgia Department of Labor employ- 
ment Security Agency indicate that only 13,550 
Atlantans remained unemployed in April, compared 
with 23,600 unemployed in April 1958. The April 
1959 figure represents 3.3 per cent of the labor 
force against 5.9 per cent in April 1958. 


ao -: 


June 1959 


April 1959 bank debits were up 21.8 per cent over 
the saiue month last year, and bank deposits were 
up 6.9 per cent in the same periods. Department 
store sales, as measured by the department store 
sales index, showed a nine per cent rise above March 
and were 10.5 per cent higher than in April 1958. 
The 333,270 telephones now in service in the At- 
lanta Metropolitan Area are also indicative of the 
growth of the city. In April 1956 there were 279, 
586, and the number has risen by an average of 
better than six per cent every year. 

The Atlanta employment situation continued to 
improve in April. Although almost all industry 
classifications experienced increases, construction 
accounted for 900 of the 2500 net increase in non- 
agricultural employment. Construction industry 
employment was not adversely affected in the late 
recession, but in 1958 rose very rapidly from a sea- 
sonal low in February to an all-time high of 24,550 
in August. From February this year the number 
employed in construction has been rising at approxi- 
mately the same rate and is already within 1,150 
workers of the record set last August. 

The number of building permits issued during 
the first four months of 1959 totaled 4.5 per cent 
above the same period last year, and the value of 
permits issued came to 23.8 per cent more. 

Concerning the outlook for the next month or so, 
the Georgia State Employment Service had this to 
say: 

Employment probably will continue its upswing 
through June but unemployment, after declining in 
May, should rise seasonably in June. A more than sea- 
sonal employment gain in construction plus season- 
al increases in retail trade and outdoor amusement 
services should provide the impetus for the expected job 
gain. Increases in these industries, however, will be 
partially offset by a seasonal drop in June in public and 
private schools. The June unemployment increase will be 


due primarily to the entry of youths into the labor force 
following graduation from schools and colleges. 
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Research Studies Available 


BULLETIN NUMBER 4 


STUDIES IN BUSINESS AND ECONOMICS 
The Social Ethic in Management Literature 
116 pp. + x, 6 x 9 in. . by William G. Scott 


Along with the industrialization of America, 
there developed the growth of a social philosophy 
for management —a philosophy and thought con- 
trasting to earlier conceptions of business individ- 
ualism. The literature which relates to management 
is “both a creature and a creator of main ideological 
currents and minor substreams in contemporary 
thought.” 

Dr. Scott’s monograph is a study of management 
literature, particularly as it concerns the “social 
ethic” as opposed to the “individualistic ethic” for 
managers. 


BULLETIN NUMBER 2 


STUDIES IN BUSINESS AND ECONOMICS 


Cumulative Voting for Directors: Its Origin and 
Significance 


47 + viilipp,6x9in. ... by Leland C. Whetten 


BULLETIN NUMBER 3 


STUDIES IN BUSINESS AND ECONOMICS 
Advertising Appropriations Methods in Banking 
52 pp., 6 x 9 in. . by W. T. Tucker 
(Price $1.50 plus 5 cents sales tax in Georgia.) 


RESEARCH PAPER NUMBER 13 


Predicting Academic Success of Business 
Administration Students 
51 pp., 8!2 x 11 in. . by John M. Champion 
This study is a review of current literature on 
methods of predicting student adaptability for pro- 
fessional training in business administration, and 
a consolidation of those methods that appear to 
have most value to the administrator in predicting 
student achievement in a business administration 
curriculum. Dr. Champion’s development of an op- 
timum battery of tests is based on the application 
of a series of various tests to a sample of freshmen 
students at Georgia State College of Business Ad- 
ministration. 


RESEARCH PAPER NUMBER 7 


Employee’s Attitudes Toward Unionization, Man- 
agement, and Factory Conditions: A Case Study 
48 pp., 814 x 11 in. . by Anthony Stampolis 


RESEARCH PAPER NUMBER 10 


Expressway Influence on Land Use and Value, At- 
lanta 1941-1956 


137 + xii pp., 8144 x 11 in. . by James H. Lemly 
(Price $2.50 per copy plus 8 cents sales tax in Ga.) 


RESEARCH PAPER NUMBER 12 


The Development of Georgia’s Tufted Textile 
Industry 
46 pp., 81% x 11 in. . by Ray G, Jones, Jr., and 


Claude A. Campbell 


For copies of the studies named above, send request to the Bureau of Business and Economic Research, 
School of Business Administration of Georgia State College of Business Administration, 33 Gilmer Street, 
S.E., Atlanta 3, Georgia. Single copies available witiout charge except for Research Paper Number 10 


and Bulletin Number 2 as noted above. 
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